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BREARD ASSOCIATES INC
CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditors Report

Board of Directors

Capital Research Brokerage Services LLC

We have audited the accompanying statement of financial condition of Capital Research Brokerage

Services LLC the Company as of December 31 2011 and the related statements of income changes

in members equity changes in liabilities subordinated to claims of general creditors and cash flows

for the year then ended that you are filing pursuant to rule 7a-5 under the Securities Exchange Act of

1934 These financial statements are the responsibility of the Companys management Our

responsibility is to express an opinion on these financial statements based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States

of America Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the financial statements are free of material misstatement An audit includes examining

on test basis evidence supporting the amounts and disclosures in the financial statements An audit

also includes assessing the accounting principles used and significant estimates made by management

as well as evaluating the overall financial statement presentation We believe that our audit provides

reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the

financial position of Capital Research Brokerage Services LLC as of December 31 2011 and the

results of its income and its cash flows for the year then ended in conformity with accounting principles

generally accepted in the United States of America

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken

as whole The information contained in Schedules II III and IV is presented for purposes of

additional analysis and is not required part of the basic financial statements but is supplementary

information required by rule 7a-5 under the Securities Exchange Act of 1934 Such information has

been subjected to the auditing procedures applied in the audit of the basic financial statements and in

our opinion is fairly stated in all material respects in relation to the basic financial statements taken as

whole

61i2_
Breard Associates Inc

Certified Public Accountants

Northridge California

February 2012
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Capital Research Brokerage Services LLC

Statement of Financial Condition

December 31 2011

Assets

Cash and cash equivalents

Cash and securities segregated under federal and other regulations

Short-term investments

Prepaid expense

Total assets

Members equity

Liabilities and Members Equity

Members equity

Total members equity

Total liabilities and members equity

The accompanying notes are an inte gral part of these financial statements

16977

10966

325050

2117

Liabilities

Total liabilities

355110

355110

355110

355110
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Capital Research Brokerage Services LLC
Statement of Income

For the Year Ended December 31 2011

Revenues

Commissions Income 283511

Interest income 14252

Net investment gains losses 18361

Other income 18564

Total revenues 334688

Expenses

Employee compensation and benefits 6260

Occupancy and equipment rental 24904

Taxes other than income taxes 5070

Administrative expenses related parties 110000

Other operating expenses 114966

Total expenses 261200

Net income loss before income tax provision 73488

Income tax provision 1700

Net income loss 71788

The accompanying notes are an integral part of these financial statements
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Capital Research Brokerage Services LLC

Statement of Changes in Liabilities Subordinated

to the Claims of General Creditors

For the Year Ended December 31 2011

Amount

Balance at December 31 2010

Increase

Decrease

Balance at December 31 2011

The accompanying notes are an integral part of these financial statements
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Capital Research Brokerage Services LLC

Statement of Changes in Members Equity

For the Year Ended December 31 2011

Members

Equity

Balance at December 31 2010 357599

Members distributions 74277

Net income loss
71788

Balance at December 31 2011 551 10

The accompanying notes are an integral part of these financial statements
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Capital Research Brokerage Services LLC

Statement of Cash Flows

For the Year Ended December 31 2011

Cash flow from operating activities

Net income loss 71788

Adjustments to reconcile net income loss to net

cash provided by used in operating activities

Increase decrease in assets

Receivable from clearing organizations 9883

Short-term investments 18361

Prepaid expense 2117

Increase decrease in liabilities

Accounts payable and accrued expenses 3691

Total adjustments 14286

Net cash and cash equivalents provided by used in operating activities 57502

Net cash and cash equivalents provided by used in investing activities

Cash flow from financing activities

Capital distributions 74277

Net cash and cash equivalents provided by used in financing activities 74277

Net increase decrease in cash and cash equivalents 16775

Cash and cash equivalents at beginning of year 33752

Cash and cash equivalents at end of year 16977

Supplemental disclosure of cash flow information

Cash paid during the year for

Interest

Income taxes 1700

The accompanying notes are an integral part of these financial statements
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Capital Research Brokerage Services LLC

Notes to Financial Statements

December 31 2011

Note GENERAL AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General

Capital Research Brokerage Services LLC the Company was organized as California Limited

Liability Company LLC on November 12 1997 In May 2000 the Company acquired The

Oakwood Group of Michigan LLC broker/dealer organized on February 14 1996 in the State of

North Carolina as Limited Liability Company The surviving company maintained the

broker/dealer under the name Capital Research Brokerage Services LLC The Company is

registered broker/dealer under the Securities and Exchange Act of 1934 the Financial Industry

Regulatory Authority FINRA and Municipal Securities Rulemaking Board MRSB

The Company is affiliated through common ownership with Arroyo Investment Group AIG and

Capital Research Consulting LLC CRC

The Company is engaged in business as securities broker-dealer that provides several classes of

services including mutual fund retailer mutual fund distributor broker or dealer selling variable life

insurance or annuities and sale of Section 529 plans

The Company has approximately ten 10 total clients with two of the clients accounting for 95%

of the Companys commission revenues The Company serves as broker of record for mutual fund

activity for the clients of related company

Summary of Significant Accounting Policies

The presentation of financial statements in conformity with accounting principles generally accepted

in the United States of America requires management to make estimates and assumptions that affect

the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the

date of the financial statements and the reported amounts of revenue and expenses during the

reporting period Actual results could differ from those estimates

For purposes relating to the statement of cash flows the Company has defined cash equivalents as

highly liquid investments with original maturities of less than three months that are not held for sale

in the ordinary course of business
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Capital Research Brokerage Services LLC

Notes to Financial Statements

December 31 2011

Note GENERAL AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Continued

The Company has adopted FASB ASC 320 Investments Debt and Equity Securities As such

marketable securities held by the Company are classified as trading securities and stated at their fair

market value based on quoted market prices Realized gains or losses from the sale of marketable

securities are computed based on specific identification of historical cost Unrealized gains or losses

on marketable securities are computed based on specific identification of recorded cost with the

change in fair value during the period included in income

Securities transactions are recorded on trade date basis with related commission income and

expenses also recorded on trade date basis

The Company with the consent of its Members has elected to be California Limited Liability

Company For tax purposes the Company is treated like partnership therefore in lieu of business

income taxes the Members are taxed on the Companys taxable income Accordingly no provision or

liability for Federal Income Taxes is included in these financial statements

The Company has evaluated events subsequent to the balance sheet date for items requiring recording

or disclosure in the financial statements The evaluation was performed through February 2012

which is the date the financial statements were available to be issued Based upon this review the

Company has determined that there were no events which took place that would have material

impact on its financial statements

Note CASH AND SECURITIES SEGREGATED UNDER FEDERAL AND OTHER REGULATIONS

Cash of $10966 has been segregated in special reserve bank account for the benefit of customers

under rule 15c3-3 of the Securities and Exchange Commission See Schedule II

Note INCOME TAXES

The Company with the consent of its Members has elected to be California Limited Liability

Company For tax purposes the Company is treated like partnership therefore in lieu of business

income taxes the Members are taxed on the Companys taxable income Accordingly no provision or

liability for Federal Income Taxes is included in these financial statements
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Capital Research Brokerage Services LLC

Notes to Financial Statements

December 31 2011

Note INCOME TAXES

Continued

The Company is subject to limited liability company gross receipts tax with minimum franchise

tax As of December 31 2011 the income tax provision consists of the following

Franchise tax 800

Gross receipts tax 900

Total income tax provision 1700

Note FAIR VALUE MEASUREMENT ACCOUNTING PRONOUNCEMENT

On January 2009 the Company adopted FASB ASC 820 Fair Value Measurements and

Disclosures which defines fair value establishes framework for measuring fair value and

establishes fair value hierarchy which prioritizes the inputs to valuation techniques Fair value is the

price that would be received to sell an asset or paid to transfer liability in an orderly transaction

between market participants at the measurement date fair value measurement assumes that the

transaction to sell the asset or transfer the liability occurs in the principal market for the asset or

liability or in the absence of principal market the most advantageous market Valuation techniques

that are consistent with the market income or cost approach as specified by FASB ASC 820 are

used to measure fair value

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value into

three broad levels

Level Quoted prices in an active market for identical assets or liabilities

Level Observable inputs other than Level quoted prices for similarassets or liabilities in

active markets quoted prices for identical or similarassets and liabilities in markets that are

not active and model derived prices whose inputs are observable or whose significant value

drivers are observable

Level Assets and liabilities whose significant value drivers are unobservable

The following table presents the Companys fair value hierarchy for those assets and liabilities

measured at fair value on recurring basis as of December 31 2011
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Capital Research Brokerage Services LLC

Notes to Financial Statements

December 31 2011

Note FAIR VALUE MEASUREMENT ACCOUNTING PRONOUNCEMENT

Continued

Assets Fair Value Level Inputs Level Inputs Level Inputs

Short-term invesments 325050 325050

Total 325050 325050

Liabilities Fair Value Level Inputs Level Inputs Level Inputs

-$ -$ -$

Total

Note RELATED PARTY TRANSACTIONS

On April 29 2004 the Company entered into shared expense agreement in complying with

FINRA and SEC rules and regulations The agreement is between the Company Arroyo and CRC

Under the agreement the Company maintains its operations utilizing the office space and staff of

another company and will record monthly fees for facilities administration advisory services and

other fees For the year ended December 31 2011 total amount of $134904 was paid to these

affiliates

It is possible that the terms of certain of the related party transactions are not the same as those that

would result for transactions among wholly unrelated parties

Note RECENTLY ISSUED ACCOUNTING STANDARDS

In June of 2009 the Financial Accounting Standards Board the FASB implemented major

restructuring of U.S accounting and reporting standards This restructuring established the

Accounting Standards Codification Codification or ASC as the source of authoritative

accounting principles GAAP recognized by the FASB The principles embodied in the

Codification are to be applied by nongovernmental entities in the preparation of financial statements

in accordance with generally accepted accounting principles in the United States New accounting

pronouncements are incorporated into the ASC through the issuance of Accounting Standards

Updates ASU5

For the year ending December 31 2011 various ASUs issued by the FASB were either newly issued

or had effective implementation dates that would require their provisions to be reflected in the

financial statements for the year then ended The Company has reviewed the following ASU releases

to determine relevance to the Companys operations
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Capital Research Brokerage Services LLC

Notes to Financial Statements

December 31 2011

Note RECENTLY ISSUED ACCOUNTING STANDARDS

Continued

ASU No Title Effective Date

20 10-29 Business Combinations Topic 805 Disclosure of After December 15 2010

Supplementary Pro Forma Information for Business

Combinations December 2010

2011-04 Fair Value Measurement Topic 820 Amendments After December 15 2011

to Achieve Common Fair Value Measurement and

Disclosure Requirements in U.S GAAP and IRFSs

May 2011

2011-05 Comprehensive Income Topic 220 Presentation of After December 15 2011

Comprehensive Income June 2011

2011-08 Intangibles Goodwill and Other Topic 350 After December 15 2011

Testing Goodwill for Impairment September 2011

The Company has either evaluated or is currently evaluating the implications if any of each of these

pronouncements and the possible impact they may have on the Companys financial statements In

most cases management has determined that the pronouncement has either limited or no application

to the company and in all cases implementation would not have material impact on the financial

statements taken as whole

Note NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule SEC
rule 15c3-1 which requires the maintenance of minimum net capital and requires that the ratio of

aggregate indebtedness to net capital both as defined shall not exceed 15 to Rule 5c3- also

provides that equity capital may not be withdrawn or cash dividends paid if the resulting net capital

ratio would exceed 10 to Net capital and aggregate indebtedness change day to day but on

December 31 2011 the Company had net capital of $330232 which was $80232 in excess of its

required net capital of $250000 and the Companys ratio of aggregate indebtedness $-0- to net capital

was N/A which is less than the 15 to maximum allowed
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Capital Research Brokerage Services LLC

Notes to Financial Statements

December 31 2011

Note RECONCILIATION OF AUDITED NET CAPITAL TO UNAUDITED FOCUS

There is difference of $7572 between the computation of net capital under net capital SEC Rule

15c3-l and the corresponding unaudited FOCUS part hA

Net capital per unaudited schedule

Adjustments

Members equity

Total adjustments

Net capital per audited statements

7572

337804

7572

330232
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Capital Research Brokerage Services LLC
Schedule Computation of Net Capital Requirements

Pursuant to Rule 15c3-1

As of December 31 2011

Computation of net capital

Members equity 355110

Total members equity 355110

Less Non-allowable assets

Prepaid expense 2117

Total non-allowable assets 2117

Net capital before haircuts 352993

Less Haircuts on securities

Haircut on mutual funds 22754
Haircut on money markets

Total haircuts on securities 22761

Net Capital 330232

Computation of net capital requirements

Minimum net capital requirements

2/3 percent of net aggregate indebtedness

Minimum dollar net capital required 250000

Net capital required greater of above 250000

Excess net capital 80232

Ratio of aggregate indebtedness to net capital N/A

There was difference of $7572 between net capital computation shown here and the net capital

computation shown on the Companys unaudited Form X-17A-5 report dated December 31 2011

See Note

See independent auditor report
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Capital Research Brokerage Services LLC

Schedule II Computation for Determining of Reserve

Requirements Pursuant to Rule 5c3-3

As of December 2011

Credit Balances

Total credits

Debit Balances

Total debits

Reserve Computation

Excess of total debits over total credits

Amount held on deposit in reserve account at December 31 2011 10966

Deposit withdrawal after year end

Amount in reserve account 10966

See independent auditors report
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Capital Research Brokerage Services LLC
Schedule 111 Reconciliation of Net Capital and

Requirements Pursuant to Rule 15c3-3

As of December 31 2011

Net Capital as calculated per audit report 330232

Net capital as calculated per broker-dealers most recent filling

of Form X-17a-5 Part II December 31 2011 337804

Net difference in computation of net capital 7572

Reserve requirement as calculated per audit report

Reserve requirement as calculated per broker-dealers most recent filling

of Form X-17a-5 Part II December 31 2011

Net difference in computation of reserve requirements

See independent auditor report
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Capital Research Brokerage Services LLC
Schedule IV Information relating to Possession or Control

Requirements Pursuant to Rule 15c3-3

As of December 31 2011

The Company is self-clearing firm and is subject to the possession or control requirements under rule

5c3-30 of the Securities and Exchange Commission The Company is in compliance with these

requirements and there were no instances noted during our audit of securities that were required to be in

possession or control that had not been reduced to possession or control in the proper time frame

See independent auditor report
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Capital Research Brokerage Services LLC

Supplementary Accountants Report

on Internal Accounting Control

Report Pursuant to 17a-5

For the Year Ended December 31 2011



BREARD ASSOCIATES INC
CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors

Capital Research Brokerage Services LLC

In planning and performing our audit of the financial statements of Capital Research Brokerage

Services LLC the Company as of and for the year ended December 31 2011 in accordance

with auditing standards generally accepted in the United States of America we considered the

Companys internal control over financial reporting internal control as basis for designing our

auditing procedures for the purpose of expressing our opinion on the financial statements but not

for the purpose of expressing an opinion on the effectiveness of the Companys internal control

Accordingly we do not express an opinion on the effectiveness of the Companys internal control

Also as required by rule 17a-5g1 of the Securities and Exchange Commission SEC we

have made study of the practices and procedures followed by the Company including

consideration of control activities for safeguarding securities This study included tests of

compliance with such practices and procedures that we considered relevant to objectives stated in

rule 17a-5g in the following

Making the periodic computations of aggregate indebtedness or aggregate debits

and net capital under rule 17a-3a1 and the reserve required by rule 15c3-3e

Making the quarterly securities examinations counts verifications and comparisons

and the recordation of differences required by rule 17a-13

The management of the Company is responsible for establishing and maintaining internal control

and the practices and procedures referred to in the preceding paragraph In fulfilling this

responsibility estimates and judgments by management are required to assess the expected benefits

and related costs of controls and of the practices and procedures referred to in the preceding

paragraph and to assess whether those practices and procedures can be expected to achieve the

SECs above-mentioned objectives Two of the objectives of internal control and the practices

and procedures are to provide management with reasonable but not absolute assurance that assets

for which the Company has responsibility are safeguarded against loss from unauthorized use or

disposition and that transactions are executed in accordance with managements authorization and

recorded properly to permit the preparation of financial statements in conformity with generally

accepted accounting principles Rule 7a-5g lists additional objectives of the practices and

procedures listed in the preceding paragraph

Because of inherent limitations in internal control and the practices and procedures referred to

above error or fraud may occur and not be detected Also projection of any evaluation of them to

future periods is subject to the risk that they may become inadequate because of changes in

conditions or that the effectiveness of their design and operation may deteriorate

221 LOtbul \\CilUC SU1tC 1O NrthrRb.C alitrnhl J24

p/on .S6o4O Ii f.S6.I24 we/ vww.liict.coiii

Ni YORk O\kI \NI Svvii ii WE FOCUS CA RE



control deficiency exists when the design or operation of control does not allow management

or employees in the normal course of performing their assigned functions to prevent or detect

misstatements on timely basis significant deficiency is control deficiency or combination

of control deficiencies that adversely affects the entitys ability to initiate authorize record

process or report financial data reliably in accordance with generally accepted accounting

principles such that there is more than remote likelihood that misstatement of the entitys

financial statements that is more than inconsequential will not be prevented or detected by the

entitys internal control

material weakness is significant deficiency or combination of significant deficiencies that

results in more than remote likelihood that material misstatement of the financial statements

will not be prevented or detected by the entitys internal control

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in internal control that might be

material weaknesses We did not identify any deficiencies in internal control and control activities

for safeguarding securities that we consider to be material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the

second paragraph of this report are considered by the SEC to be adequate for its purposes in

accordance with the Securities Exchange Act of 1934 and related regulations and that practices

and procedures that do not accomplish such objectives in all material respects indicate material

inadequacy for such purposes Based on this understanding and on our study we believe that the

Companys practices and procedures as described in the second paragraph of this report were

adequate at December 31 2011 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors management

the SEC Financial Industry Regulatory Authority and other regulatory agencies that rely on rule

17a-5g under the Securities Exchange Act of 1934 in their regulation of registered brokers and

dealers and is not intended to be and should not be used by anyone other than these specified

parties

Breard Associates Inc

Certified Public Accountants

Northridge California

February 2012
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